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CALIFORNIA, 
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16 


v. 


17 

18 


INTUIT INC., a Delaware Corporation; and 
DOES 1-50, inclusive, 


Defendants. 
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INTRODUCTION 

1. Plaintiff, the People of the State of California (the “People”), by and through Los 
Angeles City Attorney Michael N. Feuer, brings this action under the California Unfair 
Competition Law, Business and Professions Code §§ 17200 et seq., against Defendants Intuit 
Inc. and Does 1 through 50, inclusive (collectively “Intuit” or “Defendant”), maker of the 
market-leading “TurboTax” electronic tax preparation and filing software. Intuit has for years 
defrauded the lowest earning 70 percent of American taxpayers—who are entitled under a 
private industry agreement with the IRS to file their taxes online for free using commercial 
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products—by actively undermining public access to the IRS’s “Free File” program, while 
simultaneously employing deceptive and misleading advertising and design schemes intended to 
induce taxpayers into unnecessarily purchasing expensive TurboTax products. The People seek 
injunctive relief to stop Intuit’s deceptive business practices, restitution for all Californians who 
at any time during the four years prior to the filing of this Complaint paid Intuit for TurboTax 
products when they were in fact eligible to file for free under the IRS’s “Free File” program, 
and civil penalties to deter similar conduct in the future. 

2. Since 2002, Intuit and a consortium of electronic tax filing companies have 
promised to provide a free version of their commercial products to low-income Americans, in 
exchange for the IRS’s commitment to “not compete with the Consortium in providing free, 
online tax return preparation and filing services to taxpayers.” 1 Under the IRS’s “Free File” 
program, the lowest earning 70 percent of taxpayers based on Adjusted Gross Income (“AGI”) 
(currently anyone with an AGI of $66,000 or less) are eligible to prepare and file their federal 
tax returns, no matter how complicated, through any of several commercial providers at no cost. 

3. But only a tiny fraction of eligible taxpayers actually benefit from the IRS and 
private industry’s “Free File” agreement. While more than 100 million taxpayers were eligible 
to file for free through the Free File program in fiscal year 2018, fewer than 2.5 million —less 
than 2.5 percent of eligible taxpayers—actually did so. 

4. This abysmal participation rate is attributable, at least in part, to Intuit’s 
deliberate efforts to hide the availability of its high-quality Free File product (called TurboTax 
“Freedom Edition”), while at the same time aggressively marketing as “Free” an inferior, 
watered-down version of their software that is useless to all but those with the simplest of tax 
returns (similarly—and confusingly—called TurboTax “Free Edition”). Worse still, after luring 
low-income consumers to begin preparing their returns with the limited-functionality “Free 
Edition” software, and even after those consumers input information revealing themselves to be 
eligible for TurboTax’s full-featured Free File product, Intuit then manipulates them into paying 

1 Internal Revenue Service, “Free Online Electronic Tax Filing Agreement” (Oct. 30, 2002), 
sec. II, 67 Fed. Reg. 67,247, 67,249 (Nov. 4, 2002) (“2002 Free File Agreement”). 
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People are informed and believe, and thereon allege, that these defendants participated in, and in 
some part are responsible for, the unfair and fraudulent acts alleged herein. Does 1 through 50 
include unknown individuals who conspired with Intuit concerning the unfair and fraudulent 
acts alleged herein. Does 1 through 50 also include agents of Intuit acting within the course and 
scope of their duties. Each reference in this Complaint to Intuit or Defendant is also a reference 
to all defendants sued as Does. 

9. The People allege that, in addition to acting on its own behalf, all of the acts and 
omissions described in this Complaint by Defendant were duly performed by, and attributable 
to, all defendants, each acting as agent, employee, alter ego, joint enterprise and/or under the 
direction and control of the others, and such acts and omissions were within the scope of such 
agency, employment, alter ego, joint enterprise, direction, and/or control. Any reference in this 
Complaint to any acts of Defendant shall be deemed to be the acts of each defendant acting 
individually, jointly, or severally. At all relevant times, each defendant had knowledge of and 
agreed to both the objectives and course of action, and took the acts described in this Complaint 
pursuant to such agreements, resulting in the unfair and fraudulent acts described herein. 

JURISDICTION AND VENUE 

10. This Court has subject matter jurisdiction over this action pursuant to Article VI, 
section 10 of the California Constitution. 

11. This Court has personal jurisdiction over Defendant because Intuit’s principal 
place of business is in California, and Intuit purposefully avails itself of California markets. 

12. Venue is proper in this Court pursuant to Code of Civil Procedure § 393 because 
violations of law that occurred in the City and County of Los Angeles are part of the cause upon 
which the People seek recovery of restitution and penalties imposed by statute. 

// 

// 

11 

n 
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I. The IRS’s Tree Eile Program 

A. To Fight for Its Survival and Stave Off Public Sector Competition, 
Intuit Promised to Provide Free Tax Filing Services to Low-Income 
Americans. 

13. Intuit has long been the market leader in the online tax preparation software 
industry, today with reportedly an approximately 60 percent market share. According to Intuit’s 
website, “[m]ore federal returns are prepared with TurboTax than any other tax preparation 
provider, totaling over 36 million federal tax returns from last year alone.” 3 4 

14. In the early 2000s, already facing competitive pressures from various state 
governments beginning to offer their own free online tax services to state taxpayers, Intuit was 
highly motivated to prevent the federal government from doing the same. As Intuit explained in 
its Form 10-K SEC filing for fiscal year 2004 describing “risks that could affect future results,” 
“[ajgencies of the U.S. government have made several attempts during the two most recent 
presidential administrations to offer taxpayers a fonn of free tax preparation software and filing 
service. 

15. Ultimately, however, the federal government did not develop its own free online 
federal tax filing service. Instead, on October 30, 2002, the IRS entered into the “Free Online 
Electronic Tax Filing Agreement” (“Free File Agreement”) with a consortium of electronic tax 
preparation companies, including Intuit, which had organized into a non-profit called the “Free 
File Alliance, LLC” for purposes of entering into the agreement. 5 

16. Under the terms of the Free File Agreement, which was established pursuant to 
public rulemaking and published in the Federal Register on November 4, 2002 (67 Fed. Reg. 
67,247), Free File Alliance members agreed to offer free online tax return preparation and filing 
services to at least 60 percent of taxpayers in the aggregate—though individual Alliance 
members remained free to impose their own eligibility criteria, such as based on age, income, or 

3 https://turbotax.intuit.com/personal-taxes/online/e-file-taxes/ (last accessed May 6, 2019). 

4 Intuit Inc., Annual Report (Fonn 10-K), at 38 (Sept. 24, 2004). 

5 The Free File Alliance, LLC subsequently changed its name to Free File, Inc. 

_ 5 _ 

COMPLAINT FOR INJUNCTIVE RELIEF, RESTITUTION, AND CIVIL PENALTIES 















1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 

26 

27 

28 


publicly funded direct competitor of the U.S. tax sendees industry and of Intuit. Government 
funded services that curtail or eliminate the role of taxpayers in preparing their own taxes could 
potentially have material and adverse revenue implications .” 14 

24. In an effort to enshrine the Free File program in federal law. Intuit has expended 
considerable resources lobbying Congress. In 2017 and 2018, Intuit reportedly spent nearly $5 
million on Congressional lobbying activities; the bill it lobbied for most frequently was H.R. 
3641, the “Free File Permanence Act of 2017,” which would, true to its name, make the Free 
File program pennanent by mandating that the Secretary of the Treasury “shall continue to 
operate the IRS Free File Program.” 15 That key provision reappears in Section 1102 of H.R. 
1957, the “Taxpayer First Act of 2019,” which recently passed the U.S. House of 
Representatives. 16 

B. The Purpose of the Free File Program Is to Maximize Low-Income 
Taxpayer Access to Free Online Tax Services, 

25. The Free File program is intended to implement the IRS’s stated public policy of 
“extending the benefits of online federal tax preparation and electronic filing to economically 
disadvantaged and underserved populations at no cost to either the individual user or to the 
public treasury.” 17 Article 2 of the MOU unambiguously states that Free File members “shall 

... [m]ake tax return preparation and filing easier and reduce the burden on individual 
taxpayers, particularly the economically disadvantaged and underserved populations and 
shall also “[pjrovide greater service and access to the [Free File] Services to taxpayers .” 18 
III 


14 Intuit Inc., Annual Report (Form 10-K), at 13 (Aug. 31, 2018) (emphases added); Intuit 
Inc., Quarterly Report (Form 10-Q), at 42 (Feb. 22, 2019) (emphases added); see also Intuit Inc., 
Annual Report (Form 10-K), at 13 (Sept. 1, 2017). 

15 Free File Pennanence Act of 2017, H.R. 3641, 115th Cong. § 3(a) (2017); see 
OpenSecrets.org, Center for Responsive Politics, “Intuit Inc. Profile for 2018 Election Cycle,” 
hUps://www. open secrets. or» 'orgs/summary .php?id=D000026667 (last accessed May 5, 2019); 
OpenSecrets.org, Center for Responsive Politics, “Clients lobbying on H.R.3641: Free File 
Pennanence Act of 2017,” https://www.opensecrets.org/lobbv/billsum.php7idMir3641-115 (last 
accessed May 5, 2019). 

16 Taxpayer First Act of 2019, H.R. 1957, 116th Cong. § 1102 (2019). 

17 Eighth MOU, art. 2; see Seventh MOU, art. 2. 

18 Eighth MOU, arts. 2.1, 2.3 (emphases added); Seventh MOU, arts. 2.1, 2.3 (emphases 
added). 
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File Landing Page, it also expressly provided that “[t]he Member shall have a prominent link 
pennitting taxpayers on a Member’s Paid Service Offering Page to easily and clearly return to 
the Member Free File Landing Page.” 24 

31. Both the Seventh and Eighth MOUs also clearly state, “Members shall not post a 
billing screen requesting or collecting bank/financial infonnation (e.g., debit/credit card 
information) from customers who qualify for a free return where no state tax return products 
have been purchased.” 25 

32. Finally, the Eighth MOU sets forth specific rules to ensure that consumers who 
do not qualify for a particular member’s Free File product (because, for example, the member 
imposes a lower income eligibility threshold, as Intuit does) are first redirected to other 
members’ Free File products, for which they might be eligible, before being offered a member’s 
paid products. 26 

II. Intuit’s Business Acts and Practices 

A. Intuit’s Online TurboTax Products 

33. As part of the IRS Free File program, Intuit offers a free online tax preparation 
and filing product called TurboTax “Freedom Edition.” Anyone who (i) has an AGI of $34,000 
or less, (ii) is eligible for the Earned Income Tax Credit, or (iii) is on active military duty and 
has an AGI of $66,000 or less, is eligible to use TurboTax “Freedom Edition.” 

34. TurboTax “Freedom Edition” is a robust software offering that enables users to 
complete and e-file their federal tax returns for free, no matter how complicated. In addition to 
the basic Form 1040, TurboTax “Freedom Edition” supports 125 additional federal tax forms, 
including but not limited to Schedules 1 through 6, 1099-MISC, and 1040 Schedules A, B, C, 

D, E, EIC, F, H, and J. 

Ill 

III 

24 Seventh MOU, art. 4.33.7. 

25 Eighth MOU, art. 4.19.4; Seventh MOU, art. 4.20.4. 

26 Eighth MOU, art. 4.19.2. 
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C. Intuit Confuses Consumers by Aggressively Advertising “FREE” 

Tax Services and TurboTax “Free Edition,” While Suppressing 
Access to Its Actual Free File Product, TurboTax “Freedom 
Edition.” 

49. While suppressing the accessibility of its Free File product and entirely omitting 
any mention of TurboTax “Freedom Edition” from its Main Website’s list of product offerings, 
Intuit prominently and ubiquitously advertises “Free” tax services and TurboTax “Free 
Edition,” thereby misleading reasonable consumers into believing TurboTax “Free Edition” is 
the only free online tax preparation product Intuit offers and/or believing TurboTax “Free 
Edition” is Intuit’s Free File product. Intuit further misleads reasonable consumers into 
believing that if they are unable to complete their tax returns using TurboTax “Free Edition,” 
due to its highly limited functionality, their only recourse is to upgrade to one of Intuit’s Paid 
Products that supports the tax fonns they need—even if they are eligible to file for free under 
the Free File program. 

50. The TurboTax Main Website is the top search result for a Google search for 
“turbotax.” The homepage of the TurboTax Main Website prominently advertises in large, bold 
font: “FREE Guaranteed. $0 Fed. $0 State. $0 To File.” 

51. At the top of the Main Website homepage is a link to “Products & Pricing.” 
Hovering over that link elicits a drop-down menu, at the top of which is the subcategory 
“Online products.” 

52. Clicking on “Online products” takes the consumer to a new page, 
https://turbotax.intuit.com/personal-taxes/online/ (“Online Products Page”). The Online 
Products Page lists four TurboTax products: (1) “Free Edition” ($0 Fed. $0 State. $0 File.); (2) 
“Deluxe” ($59.99*); (3) “Premier” ($79.99*); and (4) “Self-Employed” ($119.99*). 

53. The Online Products Page does not list or anywhere mention TurboTax 
“Freedom Edition” or the Free File program, even though TurboTax “Freedom Edition” is an 
online TurboTax product. 

54. The Online Products Page states at the top: “Tell us about you - we’ll 
recommend the right tax solution.” Below that text are various circumstances that the consumer 
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55. For example, if the consumer selects “I want to maximize deductions and 
credits,” “I own a home,” “I donated to charity,” or “I’m paying off student loans,” Intuit 
recommends TurboTax “Deluxe,” which costs $59.99 and up. 

56. If the consumer selects “I sold stock or own rental property,” Intuit recommends 
TurboTax “Premier,” which costs $79.99 and up. 

57. If the consumer selects “I’m self-employed/freelancer” or “I own a small 
business,” Intuit recommends TurboTax “Self-employed,” which costs $119.99 and up. 

58. Intuit recommends these Paid Products to consumers regardless of whether they 
are eligible to file for free using TurboTax “Freedom Edition.” 

59. The Main TurboTax Website homepage also contains a link to a “Help” menu 
containing a link to “Frequently Asked Questions.” The FAQ Page contains the question, “How 
do I know which product is right for me?” The answer reads, “We have a product for your 
unique tax situation. You can select the right product for you from our Products and Pricing 
page, or we’ll help with a product recommendation. Plus, if you hit a point where another 
product might be better for you, we’ll give you the opportunity to change. The information 
you’ve already entered will transfer automatically.” The answer contains li nk s to the Online 
Products Page described above, which, again, does not contain any mention of TurboTax 
“Freedom Edition” or the Free File program, even though TurboTax “Freedom Edition” is “the 
right product” for many consumers. 

60. Furthermore, if consumers begin filling out their tax infonnation in either “Free 
Edition” or one of the Paid Products, and then realize (somehow on their own) that TurboTax 
“Freedom Edition” is “better for [them],” it is not true that “[t]he infonnation [they’ve] already 
entered will transfer automatically” to the “Freedom Edition” product. To the contrary, in order 
to switch from TurboTax “Free Edition” or one of the Paid Products accessed from the Main 
Website to TurboTax “Freedom Edition,” consumers must clear all information they already 
entered, sign out of their account, go to the TurboTax Free File Website (which cannot be 
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whole all of the thousands (if not millions) of consumers it has harmed over the years. In fact, 
ProPublica reports more recently that Intuit has evidently now “set up a special team” to handle 
calls from defrauded Free File-eligible consumers and is “no longer giving money back when 
people mention [ProPublica’s] stories.” 50 Intuit’s actions and the resulting hann underscore the 
need for injunctive relief to ensure Intuit halts these unfair and deceptive business practices and 
does not return to those practices in the future, full restitution for all of Intuit’s victims, and 
substantial civil penalties to punish Intuit and deter Intuit and others from engaging in such 


actions in the future. 


FIRST CAUSE OF ACTION 
VIOLATION OF UNFAIR COMPETITION LAW 
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(Bus. & Prof. Code §§ 17200 et seq.) 

73. The People incorporate by reference the allegations in all preceding paragraphs 
as though fully set forth herein. 

74. California’s Unfair Competition Law, Bus. & Prof. Code §§ 17200-17210, 
prohibits any person from engaging in “any unlawful, unfair, or fraudulent business act or 
practice,” or any “unfair, deceptive, untrue or misleading advertising,” id. § 17200. 

75. Intuit is a “person” subject to the UCL, pursuant to Business and Professions 
Code § 17201. 

76. Through the actions alleged herein, Intuit has engaged, and continues to engage, 
in unfair and fraudulent business practices in violation of the UCL. 

77. Specifically, Intuit has engaged in unfair business acts and practices by taking 
actions to reduce public awareness of and access to TurboTax “Freedom Edition” and the Free 
File program. Such actions violate the tenns and spirit of the IRS Free File Agreement and 
MOU and undermine the public policy goals of the Free File program, to the detriment of low- 
income taxpayers, the intended third-party beneficiaries thereof. Intuit’s unfair business acts 
and practices include but are not limited to: 


50 Justin Elliott, Updated: If You Paid TurboTax but Make Under $34,000, You Could Get a 
Refund. Here’s How., ProPublica (update, May 2, 2019), available at 
https://www.propublica.org/article/how-to-get-turbotax-refund. 
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1 were eligible at the time of payment to file for free under any IRS Free File program, pursuant 

2 to Business and Professions Code § 17203, including prejudgment interest; 

3 3. Civil penalties of up to $2,500 assessed against Intuit for each violation of the 

4 UCL, according to proof, pursuant to Business and Professions Code § 17206(a); 

5 4. Additional civil penalties of up to $2,500 assessed against Intuit for each 

6 violation of the UCL perpetrated against a senior citizen or disabled person, according to proof, 

7 pursuant to Business and Professions Code § 17206.1(a); 

8 5. That the People recover the costs of this action; and 

9 6. That the People be granted such other and further relief as the Court deems just 

10 and proper. 

11 Dated: May 6,2019 Respectfully submitted, 

MICHAEL N. FEUER, City Attorney 
JAMES P. CLARK, Chief Deputy City Attorney 
MICHAEL J. BOSTROM, Assistant City Attorney 
CONNIE K. CHAN, Deputy City Attorney 
ADAM R. TEITELBAUM, Deputy City Attorney 
OFFICE OF THE LOS ANGELES CITY ATTORNEY 
AFFIRMATIVE LITIGATION DIVISION 
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